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revival^ there had been some activity on the Stock Exchange,
and the exposure of the Hatry frauds in September 1929 con-
tributed to the prevailing feeling of pessimism.

After the crash in New York there was a general reduction
of bank rates, but all too slow. In similar conditions in the
nineteenth century it had been the invariable practice to reduce
bank rate quickly. The delay on this occasion came at a critical
time, when the activity of American industry had passed its
turning-point months before, and was rapidly turning into
depression, and when British industry was experiencing the
intensification of a depression which had been unbroken for
nine years.

In the course of 1930 the discount markets of the world
became involved in a condition of stagnation unparalleled even
by the period of depression and cheap money in the years
1894-6. There was a headlong fall of the price level, not much
less than in the post-war deflation of 1920-1, and even more
deadly to industry, since it did not represent a mere reaction
from an extravagant and short-lived inflation.

The British economic system was ill adapted to face this
ordeal. The protracted depression it had been through had
weakened its financial position. It had no such margin of
profit as to allow of any considerable price concessions. It had
to compete with American industry, which had on the whole
enjoyed great prosperity and had been able to develop every
modern improvement out of surplus profits, and with the in-
dustry of European countries which had reduced costs by a
devaluation of their currencies. Exports dwindled and unem-
ployment grew to an unparalleled extent. By February 1931
the unemployed numbered 2,700,000 or more than 20 per cent.
Declining revenues and a growing expenditure on unemploy-
ment relief threatened a heavy budget deficit.

In May 1931 the financial crisis in eastern Europe broke
out with the failure of the Austrian Credit-Anstalt, and in July
the crisis spread to Germany. There was a complete suspension
of the payment of the foreign short-term obligations of German
banks and traders. There resulted an acceptance crisis not